
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

SANDY VALLEY WATER DISTRICT 

COMPLAINANT 
v. 

CITY OF PRESTONSBURG AND 
PRESTONSBURG CITY'S UTILITY 
COMMISSION 

) 
) CASE NO. 96-161 

ORDER TO SATISFY OR ANaWER 

The City of Prestonsburg and the Prestonsburg City's Utility Commission 

("Prestonsburg") is hereby notified that it has been named as defendant in a formal 

complaint filed on August 1 , 1996, a copy of which is attached hereto. 

Pursuant to 807 KAR 5:001, Section 12, Prestonsburg is HEREBY ORDERED to 

satisfy the matters complained of or file a written answer to the complaint within 10 days 

from the date of service of this Order. 

Should documents of any kind be filed with the Commission in the course of this 

proceeding, the documents shall also be served on all parties of record. 

Done at Frankfort, Kentucky, this 1 3 t h  day o f  August, 1996. 

PUBLIC SERVICE COMMISSION 

ATTEST: 

Executive Director 



AUG - 1 1996 COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION PUBLIC S t n  v tbL 

COMMISSION 

SANDY VALLEY WATER DISTRICT 

V.  COMPLAINT 

CITY OF PRESTONSBURG AND PRESTONSBURG 
CITY'S UTILITIES COMMISSION 

* * * * * * * * *  

COMPLAI NANT 

RESPONDENT 

Comes the Complainant, Sandy Valley Water District (hereinafter "Sandy 

Valley") and for i ts Complaint against the City of Prestonsburg and the 

Prestonsburg City's Utilities Commission (hereinafter Prestonsburg "1, states and 

alleges as follows: 

1. Sandy Valley is a water utility authorized and created pursuant to the 

Kentucky Revised Statutes which provides retail water service to  customers in 

Floyd County, Kentucky. Sandy Valley is regulated by and subject to  the 

jurisdiction of the Kentucky Public Service Commission, 

2. The Prestonsburg City's Utilities Commission is a commission 

authorized and created by the City of Prestonsburg and in that capacity serves as a 

retail water utility and provides both retail water service to  citizens of the City of 

Prestonsburg and wholesale water service to several water associations (including 

Sandy Valley) and private utility companies in adjacent and contiguous territory. 
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3. This dispute concerns the provision of wholesale water service to  

Sandy Valley by Prestonsburg pursuant to  a wholesale water contract entered into 

between the parties on March 19, 1981 , a copy of which is attached hereto as 

Exhibit 1. 

4. This Commission has jurisdiction over the instant dispute pursuant t o  

the recent Kentucky Supreme Court case of SimDson Countv Water District v. City 

of Franklin, 872 S.W.2d 460 (Ky. 1994). 

5. Under paragraph B( 1 )(c) of the contract attached hereto as Exhibit 1 , 

the wholesale water rate to  be charged by Prestonsburg to  Sandy Valley was 

$1.35 per 1;OOO gallons. Sandy Valley purchased water from Prestonsburg at that 

rate until sometime in 1988. 

6. In 1988, Prestonsburg, without the knowledge or consent of Sandy 

Valley, increased Sandy Valley's wholesale water rate from $1.35 per 1,000 

gallons to  $1.77 per 1,000 gallons. 

7 .  The increase in wholesale water rates by Prestonsburg in 1988 was 

contrary to  and in conflict with paragraph A(51 and paragraph B( 1 -E) of the 

Wholesale Water Purchase Contract, which contract restricted Prestonsburg's 

ability t o  impose such a rate increase on Sandy Valley. Without regard to  the 

illegality of the 1988 rate increase, Sandy Valley paid and remitted the $7.77 rate 

to  Prestonsburg from 1988 t o  date. 
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8. In May 1993, Prestonsburg issued a notice to Sandy'Valley that the 

wholesale water rate to be charged by Prestonsburg to  Sandy Valley was to be 

increased from $1.77 per 1,000 gallons to $2.12 per 1,000 gallons. 

9. After issuance of the notice, Prestonsburg did not in fact show an 

increase in wholesale water rates on their wholesale water bill to  Sandy Valley until 

August 1994. 

10. The wholesale water rate increase sought to  be implemented by 

Prestonsburg against Sandy Valley by raising the rate from $1.77%to $2.1 2 per 

1,000 gallons is unlawful and a violation of paragraph A(5) and paragraph B( 1 -E) 

the Wholesale Water Purchase Contract attached hereto as Exhibit 1. 

1 1. Sandy Valley did not pay $2.1 2 per 1,000 gallons wholesale water 

rate sought to be charged by Prestonsburg for May 1993 through August 1994. 

Also, Sandy Valley further has not paid the full increased water rate from August 

1994 to  date for charges which were subsequently included on Prestonsburg 

wholesale water bills. 

12. Sandy Valley refused to pay this increase because the increase is in 

violation of the contract attached hereto as Exhibit 1 and constitutes rates which 

are unfair, unjust and unreasonable in violation of KRS 278.190. 

13. This Commission should set and impose upon Prestonsburg a 

wholesale water rate of $1.35 per 1,000 gallons as set forth in the contract 

attached hereto as Exhibit I or, in the alternative, set such rates as the 
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Commission deems  to be fair, jus t  and reasonable under the  circumstances a s  

mandated by KRS 278 .190 .  

1 4 .  The Commission should require Prestonsburg City's Utilities 

Commission t o  give notice to its customers ,  both wholesale and  retail, of t h e  

nature of this complaint, a s  well a s  t he  possibility t ha t  Prestonsburg 's  wholesale 

water  ra tes  to Sandy Valley might be a f fec ted  or changed a s  a result of this 

proceeding, and giving those  parties seeking to intervene in this proceeding t h e  

opportunity to d o  so. 

WHEREFORE, Sandy Valley Water District prays for an  order from this 

Commission: 

(1 ) Declaring and adjudging tha t  a wholesale water  rate of $1.35 per 

1,000 gallons is the  lawful, fair, j u s t  and reasonable rate pursuant  to KRS 2 7 8 . 1 9 0  

for Prestonsburg to charge  Sandy Valley Water District. 

(2) In t h e  alternative, for the  Commission to set a fair, jus t  and reasonable 

wholesale water  rate pursuant  to KRS 2 7 8 . 1 9 0  which Prestonsburg may lawfully 

charge Sandy Valley Water District. 

(3) For an  Order declaring and adjudging t h a t  a n y  deficiency currently 

being alleged by Prestonsburg to be  owed  by Sandy Valley is erroneous because  

(a) the  amount  was no t  billed by  Prestonsburg in d u e  course;  (b)  t h e  amount  w a s  
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calculated using rates that were not authorized or approved by the Commission 

and were based upon rates which are unjust, unfair, and unreasonable, in violation 

of KRS 278.190. 

Respectfully submitted, 

y P %  r ce F. Clark 

Jason P. Thomas 
STITES & HARBISON 
421 West Main Street 
P. 0. Box 634 
Frankfort, Kentucky 40602-0634 
Telephone: (502) 223-3477 
COUNSEL FOR COMPLAINANT, 
SANDY VALLEY WATER DISTRICT 
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’l‘hla contract for the w t e  nnd purchase of water is cnttrcd into tis of lhc 19 t h  day of __.__ fimaLh -.-.---.-, 

.----.. .--I P. 0 .  Box 4 6 8 .  P r e s t o n s b u r g ,  Kentucky 4 7 6 5 3  - 

hereindtcr referred to as the “Seller” and [he S a n d  v . V i l l e v  W & t r  I)- ict_--. -- 

(Addrc 3 s) 

I_ -̂----, 
P. 0. Box 2 4 8 ,  B e t i y  Layne, K e n t u c k y  41605  

( A  ddresa) 

hereinafter referred to LI the “Purchaser”, 

\VITNESSETH: 

Whercas, the Purchaser is organized 3nd established under the provisions oi KRS 273  .--of the 

Code of Kentucky  , for the purpose of constmcting and 0pei;lting L w t c t  s ~ ~ p p l y  (listtiburion 
system serving water uscts witliiq the area described in  plans POW on f i l c  in the office Of the Pllrcltaset Arid L O  accutllplistl 
this purpose, the Purchaser will require R supply of tre;ted water, and 

Whereas, the Seller owns and oberares R warer supply discribotion system with a capacity currcllrly cirp2blc of serving thc  
present customers of the Sclicr’s system and the estinisted nunher of water users to tr sc1vcd ‘Jy the said 1’urcllast.r 5s shol~n 
in the plans or the system now on file in  the office of the Purchaser, and 

1 

Whereas, by , k . ; o l u t l o n  No. enzcted on the 1Gt.h day 

of Mayc.h --, 19 8 1 ,  by the Seller, the sale of water trr { I I C  Purchaser i n  arcordsncc 

with t h t  piovisions of the said was approved, a l l  the cxecution (A his ccntract Resolution 

L. 

cariying out the said Resolution bythe  Prestonsburg City’s U t i l i t i e s  Commi 
and atrested by the Secretary, was duly authorized, and 

-- 

of the Purchaser, enectcd on the I_ day of ----- -.--, 19-, 

t r a L  .- - the purchase of water from thc Seller in accordance with the ttrrns sel fonh in the said . Con 
Cha i r m  Was approved, and the execution of this contract by th- ----*--c, a11d 

nttastcd by the Secretary v31 duly nuthorircd; 

Now, therefore, io consideration of th.- foregoing knd the mutual agreements hereinafter :.et forth, 

A. The Seller Auees: 

1. (Quality and Quantity) To furnish the Purchaser st the poiat,of delivery hs:einjfter spccificd, h i r i g  tllr: tcrrn cf 

this conkact or any rcnewal or extension thcred, potable t r a t c d  cctcr mhctins zpplicable piiri(y s t ; ~ ; . , : d s  , I f  (tit: . .__- - 

in such quantity ss nay be required by thc P u f ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ f l n n p a l i o n j :  p t ~  n ~ t w i h .  The  upper l i m :  

between the  p a r t i e s ,  
of 3,000,000 gallons- p a r  month may s u b s e q u e n t l y  be increased by agreement 

F r l A  442-30 (Kcv.  4.19.72) 

EXHIBIT 1 

I 



9. I n  t h e  e v e n t  chlorination of  wa te r  referred t o  i n  t h i s  agreement 
should be required beyond t h e  meter ing equipment provided i n  p a r a g r a p h  A .  
s u c h  t r e a t m e n t  s h a l l  be t h e  responsibility o f  p u r c h a s e r .  



ccants pc-r 1060 UdIons for w':iter i n  excess oi ---A 3 _.__ 000 2 ___-___gallons. 000 c. s 1.3f; 
1 - A  If b o o s t e r  pumps s h a l l  b e  required by p u r c h a s e r  t o  increase t h e  

P.S.I. for its system, s a i d  pumps shall be f u r n i s h e d  b y  purchaser  
b u t  shall, i n  no e v e n t ,  e x c e e d  100 gallons per r r l inu te  c a p a c i t y .  

1-B The purchaser agrees t o  p u r c h a s e  a minimum o f  3 ,000 ,000  g a l l o n s  of  
water per month a t  Prestonsburg City's U t i l i t i e s  Commiss~ion o u t s i d e  
Corpora t ion  water rates, f o r  a p e r i o d  of f o r t y  ( 4 0 1  y e a r s .  

1'-C No water f o r  fire p r o t e c t i o n  is guaranteed under this c o n t r a c t .  

1-D In t h e  e v e n t  of a ' f u t u r e  r a t e  change, .the b u y e r  will b e  n o t i f i e d  i n  
w r i t i n g , . . b y  S e l l e r ,  ninety days before p u t t i n g  new r2 t e  into e f f e c t .  

I-E All subsequent rate changes w i l l  be of  t h e  anirre per*cetitage s ) f  change  
as a p p l i e d  t o  a l l  ' t he  c u s t o m e r s  i n  t h e  city limits of P r e s t o n s b u r g .  
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